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CENTERS (O MIEDICARE & MEDICAID SERVICES

Center for Medicaid and State Operations

Robin Arnold-Williams, Secretary '
Department of Social and Health Services FEB 2 8 2006
PO Box 45010

Olympia, ngshington 98504-5010

RE: Washington 05-008
Dear Secretary Arnold-Williams:

We have reviewed the proposed amendment to Attachment 4,19-D of your Medicaid State plan submitted
under transmittal number (TN) 05-008. Effective for services on or after July 1, 2005, this amendment
updates the State plan with State Fiscal Year (SFY) 2006 and 2007 budget-based adjustments to nursing
facility rates, updates the capital financing limit for the property component of the nursing facility rates
for (SFY) 2006 and 2007; re-weights the direct care component for these rates and establishes a nursing
facility economic trend cost increase for SFY 2006 and 2007,

We conducted our review of your submittal according to the statutory requirements at sections
1902(a}(13) and 1902(a)(30) of the Social Security Act and the implementing Federal regulations at 42
CFR 447 Subpart C. As part of the review process, the State was asked to provide information regarding
funding of the State share of expenditures under Attachment 4.19-D for nursing facility payments. Your
January 9, 2006 letter detailed the funding arrangements for nursing facility base payments in
Washington, Based upon your descriptions, the funding for the State share of the payment rates proposed
in TN 05-008 is appropriate. We are pleased to inform you that Medicaid State plan amendment 05-008 -
is approved effective July 1, 2005, We are enclosing the HCFA-179 and the amended plan pages.

If you have any questions, please call Joe Fico of the National Institutional Reimbursement Team at
(206) 615-2380.

Sincerely,

Dennis G. Smith
Director

Enclosures -
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ATTACHMENT 4.19-D, Part i
Page 1

STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT

State -WASHINGTON

NURSING FACILITIES AND SWING BED HOSPITALS
Effective July 1, 2005

Section |.  Introduction:

This State Plan Amendment (SPA) to Attachment 4.19-D, Part |, describes the overall payment
methodology for nursing facility services provided to Medicaid recipients: (1) by privately-operated
nursing facilities, both non-profit and for-profit; (2) by nursing facilities serving veterans of military service
operated by the State of Washington Department of Veterans Affairs; and (3) by nursing facilities
operated by public hospital districts in the state. Both privaiely-operated and veterans' nursing facilities
share the same methodology. Facilities operated by public hospital districts share the methodology
described below also, except for proportionate share payments described in Section XVIl below, which
apply only to them.

This SPA is submitted by the single state agency for Medicaid, the State of Washington Department of
Social and Health Services ("department” below).

Excluded here is the payment rate methodology for nursing facilities operated by the department's
Division of Developmental Disabilities, which is described in Attachment 4.19-D, Part il

Chapter 388-96 of the Washington Administrative Code (WAC) and chapter 74.46 of the Revised Code of
Washington (RCW) as they existed on July 1, 2005, and any other state or federa! laws or regulations,
codified or uncodified, as may be applicable, are incorporated by reference in Attachment 4.19-D, Part |,
as if fully set forth.

The methods and standards used fo set payment rates are specified in Part | in a comprehensive manner
only. For a more detailed account of the methodology for setting nursing facility payment rates for the
ihree indicated classes of facilities, consult chapter 388-96 WAC and 74.46 RCW, as amended for July 1,
2001, and July 1, 2002, rate seiting. Except as otherwise specifically provided in Attachment 4,19-D, Part
i, in case of conflict between the detailed provisions of these chapters and the comprehensive narrative
description set forth in Attachment 4.19-D, Part |, the regulatory and statutory provisions shall prevail.

The methods and standards employed by the department to set rates comply with 42 CFR 447, Subpart
C, as superseded by federal legislative changes in the Balanced Budget Act of 1997. .

'TN# 05-008 Approval Date: Effective Date: 7/1/05
Supersedes ' FEB 2 8 2006
TN# 04-015




ATTACHMENT 4.19-D, Part |
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT
State WASHINGTON

Section 11. General Provisions:

Medicaid rates for nursing facility care in Washington continue to be facility-specific. Prior to rate setting,
nursing facilities' costs and other reported data, such as resident days, are examined, to ensure accuracy
and to determine costs allowable for rate seiting. Washington continues o be a state utilizing facility-
specific cost data, subject to applicable limits, combined with facility-specific and regularly-updated
resident case mix data, to set rates.

A facility's Medicaid rate continues to represent a total of seven component rates: (1) direct care, (2)
therapy care, (3) support services, {4) operations, (5) variable return, {6) property, and (7} financing
allowance.

Medicaid rates are subject to a "budget dial", under which the department is required fo reduce rates for
all participating nursing facilities statewide by a uniform percentage, after notice and on a prospective
basis only, if the statewide average facility total rate, weighted by Medicaid resident days, approaches an
overall limit for a particutar state fiscal year. For SFY 2006 (July 1, 2005, to June 30, 2006) the budget
dial is $149.14 per resident day, and for SFY 2007 (July 1, 2006, to June 30, 2007) it is $153.50 per
resident day. The budget dial supersedes all rate sefting principles in chapters 74.46 RCW and 388-96
WAC.

Direct care, therapy care, support services and operations component rates for July 1, 2005 and later will
continue fo be based on examined, adjusted costs and resident days from 1999 cost reports.
Percentages assigned to nursing facilities to help determine each facility's variable return component are
based on 1999 costs. The variable return array and percentage will continue unchanged until the
noncapital rate components are rebased under RCW 74.46.431.

In contrast, property and financing allowance components continue to be rebased annually, utilizing each
facility's cost report data for the calendar year ending six months prior to the commencement of the July 1
component rales.

TN# 05-008 Approval Date: Effective Date: 7/1/05
Supersedes FEB 28 2006
TN# 04-015




ATTACHMENT 4.19-D, Part |
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT
State WASHINGTON

NURSING FACILITIES AND SWING BED HOSPITALS (cont.) |
Section Ill. Minimum Occupancy for Rate Setting and Fluctuations in Licensed Beds:

All component rates calculated and assigned to a facility require, directly or indirectly, use of the
examined number of resident days at that facility for the applicable report period. Essentially, days are
divided into allowable costs for that period, fo obtain facility costs expressed as per resident day amounts.

For July 1, 2001, rate setting, resident days for all facilities in all component rates continue to be subject
to a minimum occupancy of 85 percent of each facility's licensed beds, regardless of how many beds are
set up or in use. That Is, if resident days are below this minimum for the applicable cost report period,
they are increased to an imputed occupancy of 85 percent for rate setting, which has the effect of
reducing per resident day costs and component rates based on them.

If occupancy is above the minimum, the facility's actual occupancy is used. The purpose of minimum
occupancy is to prevent inflated rates based on inefficient use of facility resources or failure of the facility
to maintain a viable census.

Effective July 1, 2002, minimum occupancy for rate setting for all facilities will continue at 85 percent in
direct care, therapy care, support services and variable return component rates. However, effective as of
this date, except for facilities designated as essential community providers, minimum occupancy will be
raised from 85 percent to 90 percent for calculation of operations, financing allowance and property
component rates, and these components will be revised downward, if indicated, effective July 1, 2002, to
reflect the higher minimum.

As noted, this increase in minimum occupancy for the affected components will not apply to essential
community providers, who will continue to be subject only to an 85 percent minimum occupancy for all
components on and after July 1, 2002, An "essential community provider” is defined by a minimum driving
time of forty minutes to the next nearest nursing faciity.

TN# 05-008 Approval Date: FEB 2 8 2006 Effective Date: 7/1/05
Supersedes
TN# 01-021
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STATE PLAN UNDER TITLE XiX OF THE SOCIAL SECURITY ACT
State WASHINGTON

NURSING FACILITIES AND SWING BED HOSPITALS (cont.)

Section Il Minimum Occupancy for Rate Seiting and Fluctuations in Licensed Beds (cont.)

Rates in all components for all facilities on and after July 1, 2001, continue to be subject to a downward
revision, if indicated, to reflect a recalculation of minimum occupancy when a facility's licensed beds are
increased (or "unbanked") by converted previously de-licensed beds back to licensed status under
chapter 70.38 RCW.

However, effective July 1, 2001, for all facilities except essential community providers, component rates in
direct care, therapy care, support services, and variable return only continue to be subject to an upward
revision, if indicted, when a facility's licensed beds are reduced {or "banked") under chapter 70.38 RCW.

Effective July 1, 2001, for all facilities except essential community providers, operations, property, and
financing allowance component rates are not subject to increase when licensed beds are reduced under
chapter 70.38 RCW, on or after May 25, 2001.

Effective July 1, 2001, for essential community providers, rates in all components will continue to be
subject to an increase, if indicated, in response to a reduction in licensed beds under chapter 70.38 RCW,
regardless of when the reduction occurs.

if a facility's affected component rates are revised downward or upward, in response to an increase or
reduction, respectively, in its licensed beds under chapter 70.38 RCW, any revision is accomplished by a
recalculation of minimum occupancy. The department tests the facility's 1999 resident days or prior year
resident days, as applicable, against the facility’s new licensed bed capacity.

A per resident day cost adjustment is made, reversed or modified, as may be indicated, and any rate
revision is made prospectively, effective as of the date licensed bed capacity is increased or reduced.

TN# 05-008 ‘ Approvai Date: FEB 28 2006 Effective Date: 7/1/05
Supersedes '
TN# 01-021
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT
State WASHINGTON

NURSING FACILITIES AND SWING BED HOSPITALS (cont.)
Section V. | Allowable Costs:

Allowable costs for rate setting, audit and settlement are documented costs, not expressly declared
unallowable or otherwise limited under chapter 74.46 RCW or 388-96 WAC, that are necessary, ordinary
and related to the care of nursing facility residents. To be ordinary nursing facility expenses, costs must
be of the nature and magnitude that prudent and cost-conscious management would pay. Effective July
1, 2001, facility costs of televisions in residents’ rooms acquired on and after July 1, 2001, will be included
in allowable costs.

Costs in excess of limits or in violation of any rate setting or payment principles contained in chapters
74.46 RCW or 388-96 WAC are expressly unallowable. These limits include, but are not limited to,
minimum occupancy for rate setting and peer group median costs in affected cost areas and component
rates.

Allowable cost limits and principles of rate setting include, in the broad sense, not only these contained in
chapters 74.46 RCW and 388-96 WAC, but also those contained an all applicable state and federal laws
and regulations, whether codified or uncodified, as may be pertinent to all or part of the July 1, 2001,
through June 30, 2004, rate period, as may be interpreted by courts of competent jurisdiction.

The Medicaid payment rate system for the State of Washington does not guarantes that all costs relating
to the care of a nursing facility's Medicaid residents and allowable under the payment system rules will be
fully covered or reimbursed in any payment period. The primary goal of the system is to pay for nursing
care rendered to Medicaid-eligible residents in accordance with state and federal laws, not to reimburse
costs, however defined, of a provider.

Ssction V. Adjustments to Payment Rates for Economic Trends and Conditions:

Effective July 1, 2002, all facilities having their direct care component rates established on case mix
principles promulgated in law and regulation, receive a 2.3 percent upward adjustment for economic
trends and conditions to their direct care component rates.  Any facilities continuing to receive a "hold
harmless" direct care component rate as of July 1, 2002, receive no upward adjustment for economic
trends and conditions to their direct care component rates; however, the hold harmless provision is
terminated effective July 1, 2002, also, so unless this scheduled change to the methodology is eliminated
for some facilities, all facilities should receive the 2.3 upward adjustment for economic trends and
conditions effective July 1, 2002.

Effective July 1, 2005, all facilities receive a 1.3 percent upward adjustment for economic trends and
conditions to their direct care, therapy care, support services, and operations component rates
established in accordance with chapter 74.46 RCW and an additional 1.3 percent upward adjustment
effective July 1, 2008.

TN# 05-008 Approval Date: FEB 2 8 2006 Effective Date: 7/1/05
Supersedes
TN# 03-020
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT

State WASHINGTON

NURSING FACILITIES AND SWING BED HOSPITALS (cont.)

Section V1. Direct Care Component Rate:

This component rate, which averages approximately 55.0% of each participating facility’s total Medicaid
rate, corresponds to one resident day of care for in nursing services, including supplies, excluding therapy
care services and supplies.

Effective July 1, 2001, direct care component rates are cost-rebased using adjusted direct care costs
taken from 1999 cost reports, and applying case mix principles; however, the option to receive a "hold
harmless" direct care component rate for qualifying nursing facilities will continue for the July 1, 2001,
through June 30, 2002, prospective rate period. The direct care component rates of some facilities will
be subject to upward adjustments for economic trends, as specified above, effective July 1, 2001, and
July 1, 2002. (See Section V, Adjustments to Rates for Economic Trends and Conditions, above.)

Direct care components rates, as all component rates, are subject to potential prospective reduction
under the budget dial described above.

The "hold harmless” direct care provision dates back to October 1, 1998, under which a facility's direct
care component rate cannot fall below the facility's "nursing services" component rate in effect on
September 30, 1998, subject to adjusiment to eliminate therapy services and supplies.

The hold harmiess option in direct care will be discontinued for all facilities effective July 1, 2002. Also,
effective July 1, 2001, any facility having its direct care component rate established on case mix principles
promulgated in law and regulation, shall be insligible to return to a hold harmless direct care component
rate.

For state fiscal year (SFY) 2002 (July 1, 2001, to June 30, 2002), 45 cents per resident day is added to
the direct care component rates of all participating facilities, after cost-rebasing, updates for changes in
case mix, and adjustments for economic trends and conditions, if any. The added money is intended for
use by facilities to increase compensation for low wage earners in each nursing facility, subject to use
monitoring by the department. For SFY 2003 (July 1, 2002, to June 30, 2003), to help preserve these
funds earmarked for low wage workers, the department shall increase by .6 percent the median cost per
case mix unit for all three direct care peer groups, and direct care component rates for all facilities will
reflect this increase for SFY 2003, :

Effective July 1, 2002, there will be a one-time increase in the median cost per case mix unit for rate
setting of 2.64 percent for all peer groups, in order to ease the transition to case mix only direct care rates
as of this date.

In seiting July 1, 2001, direct care component rates, adjusted, allowable direct care costs are taken from
each facility's 1999 cost report and, subject to all limitations, are divided by adjusted, total resident days
for each facility from the same report, increased, if necessary to the imputed minimum occupancy
specified above, to derive an allowable cost per resident day for each facility.

in applying case mix principles for direct care rate setting, data is taken from facility-completed,
mandatory assessments of individual residents, and using a software program that groups residents by
care needs, the department determines for each facility both a facility average case mix index {for all the
facility's residents) and a Medicaid average case mix index (for Medicaid residents only). A case mix
index is a number indicating intensity of need for services by a resident population, or group within a
population,

TN# 05-008 Approval Date “EB 2 8 2006 Effective Date: 7/1/05
Supersedes
TN# 04-015




ATTACHMENT 4.19-D, Part |
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT
State WASHINGTON

NURSING FACILITIES AND SWING BED HOSPITALS (cont.)

Section VI. Direct Care Component Rate (cont.)

Each facility’s allowable direct care cost per resident day is divided by the facility's average case mix
index to derive the facility's allowable direct care cost per case mix unit,

For July 1, 2001, rate setting, the department will continue to array facilities' 1999 direct care costs per
case mix unit to determine median costs per case mix unit for setting rates in direct care.

Effective July 1, 2001, in setting direct care component rates, the department is required to array-direct
care costs per case mix unit separately for three groups of nursing facilities, also known as peer groups:
(1) those located in high labor-cost counties; (2) those located in urban counties, which are not high labor
cost counties; and (3) those located in nonurban counties.

A "high labor cost county” is "an urban county in which the median allowable facility cost per case mix unit
is more than ten percent higher than the median allowable facility cost per case mix unit among ali other
urban counties, excluding that county.” An "urban county” is "a county which is located in a metropolitan
statistical area as determined and defined by the United States office of management and budget or other
appropriate agency or office of the federal government.” A "nonurban county” is "a county which is not
located in a metropalitan statistical area as determined and defined by the United States office of
management and budget or other appropriate agency or office of the federal government.”

Currently, the only high labor cost county in the state is King County, which means for July 1, 2001,
through June 30, 2004 direct care component rates, direct care cost per case mix unit medians are
calculated for: (1) Medicaid nursing facilities in King County; (2) Medicald nursing facilities in all urban
counties, excluding king County; and (3) Medicaid nursing facilities in all nonurban counties.

Continuing for July 1, 2001, rate setting, and all future rate setlting, a facility’s direct care cost per case
mix unit is adjusted, if necessary, to bring it up to a floor of ninety percent, or down to a celling of one
hundred ten percent, of the facility's peer group median cost per case mix unit (high labor cost, urban
excluding high lahor cost, or nonurban}.

Effective July 1, 2001, subject to applicable adjustments for economic trends and conditions, possible
application of the budget dial, and the direct care hold harmless provision through June 30, 2002, a
facility's direct care component rate is equal to its allowable direct care cost per case mix unit from its
1999 cost report, multiplied by its Medicaid average case mix index from the applicable quarter.

Direct care component rates are updated effective the first day of each calendar year quarter (January 1,
April 1, July 1, and October 1) to reflect changes in a facility's case mix, The resident assessment data
used for each update is taken from the calendar quarter commencing six months and ending three
months prior {o the effective date of each quarterly update.

TN# 05-008 Approval Date: o Effective Date: 7/1/05
Supersedes . FEB 2 8 2006
TN# 01-021
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STATE PLAN UNDER TITLE XiX OF THE SOCIAL SECURITY ACT
State WASHINGTON

NURSING FACILITIES AND SWING BED HOSPITALS (cont.)

Section VIL Therapy Care Component Rate:;

This component payment rate corresponds to average one-on-one care from qualified therapists
delivered to a Medicald resident during one day, and to average therapy consultation from qualified
consultants delivered to a resident during one day. Four types of therapy are recognized for rate setting:
speech, physical, occupational, and other. Two general service categories are recognized for each:
one-cn-one therapy and therapy consulting.

To set therapy care component rates effective July 1, 2001, the department takes from 1989 cost reports
direct one-on-one therapy charges for all residents by payer, including costs of supplies, and total units or
modules of therapy care, for all residents from the report period by type of therapy provided. The
department also takes from 1999 reports therapy consulting expenses for all residents by type of therapy
provided.

The department determines the total one-on-one cost for each type of therapy care at each participating
nursing facility, and divides by the facility's total units of therapy for each therapy type, to derive the per
unit one-on-one cost for each type. A unit or module of therapy care is defined as fifteen minutes of
one-on-one therapy.

The department determines total therapy consuiting for each type of therapy at each nursing facility, and
divides by the facility's resident days, increased if necessary to the applicable minimum occupancy, to
derive per resident day consulting cost for each type of therapy.

The department ranks from lowest to highest per unit one-on-one therapy costs for each of the four types,
both for urban and nonurban facilities. The department also ranks from lowest to highest per resident day
therapy consulting costs for each of the four types of therapy, both for urban and nonurban facilities.

This constitutes sixteen separate arrays of therapy costs, which are used to determine eight median
therapy costs for all facilities in each peer group (urban and nonurban). Four are -one-on-one unit of
therapy cost medians, and four are consuiting resident day cost medians.

Sixteen cost limits are established, including both peer groups. The limits are one hundred ten percent of
the median costs per unit of one-on-one therapy for the four types, and one hundred ten percent of the
median costs per resident day for therapy consulting for the four types.

A facility’s allowable one-on-one cost for rate setting, for each type of therapy care, is the lower of the
facility's actual cost per unit or one hundred ten percent of the unit median cost for its peer group.

A faciiity's allowable consulting cost for rate setting, for each type of therapy care, is the lower of the
facility's actual cost per resident day or one hundred ten percent of the resident day median cost for its
peer group.

Each facility's allowable cost per case mix unit in each of the four therapy types is then multiplied by the
units provided by the facility in 1999 by type. The resuilt is multiplied by the Medicaid percentage of
charges for each category, and divided by adjusted Medicaid resident days from the report period, to
derive the Medicaid resident day allowable one-on-one cost for each therapy type.

TN# 05-008 Approvat Date: y Effective Date: 7/1/05
Supersedes FEB 2 8 2006
TN# 01-021
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT
State WASHINGTON

NURSING FACILITIES AND SWING BED HOSPITALS {cont.)

Section VIl. - Therapy Care Component Rate {(cont.)

The facility's allowable Medicaid resident day one-on-one cost and its allowable resident day consulting
cost are each multiplied by the facility's total adjusted 1999 resident days to calculate its total allowable
one-on-one therapy expense and total allowable consulting therapy expense. These products are totaled
for each type to derive each facility's total allowable cost for each therapy type.

The total allowable cost for each therapy type for each participating nursing facility is then combined and
this total is divided by the facility's total adjusted resident days, or days increased, if needed, to the
applicable minimum occupancy for rate setling, to derive its therapy care component rate.

TN# 05-008 Approval Date: FEB 2 8 2006 Effective Date: 7/1/05
Supersedes N
TN# 01-021
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT

State WASHINGTCN

NURSING FACILITIES AND SWING BED HOSPITALS (cont.)

Section VIll.  Support Services Component Rate:

This component rate corresponds to one resident day of food, food preparation, other dietary services,
housekeeping and faundry services.

Effective July 1, 2001, a nursing facility's support services component rate is based on its 1999 cost
report data, subject to the budget dial and applicable adjustments for economic frends and conditions.

To set the component rate, the depariment takes from the facility's 1999 cost report tolal allowable
support services cost, and divides by the greater of adjusted days from the same cost report or days
imputed at the applicable minimum occcupancy, whichever is greater.

The depariment arrays allowable support services costs separately for urban and nonurban facilities, and
determines the median per resident day cost for each peer group. A limit is set at one hundred ten
percent of the median cost of each group and the rate is set at the lower of actual allowable facility per
resident day cost or the limit for its peer group.

TN# 05-008 Approval Date:  FEB 2 8 20006 Effective Date: 7/1/05
Supersedes
TN# 01-021
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT
State WASHINGTON

NURSING FACILITIES AND SWING BED HOSPITALS (cont.)
Section IX. Operations Compeonent Rate:

This component corresponds to one resident day of operations. It includes administrative services,
management, utilities, accounting, minor building maintenance, etc.

Effective July 1, 2001, to set the component rate, the department takes data from a facility's 1999 cost
report allowable operations cost, and divides by the greater of adjusted resident days from the same cost
report, or days imputed at the applicable minimum occupancy, whichever is greater.

The depariment arrays allowable operations costs separately for urban and nonurban, and determines
the median cost for each group. The limit is set at the median for each peer group without any percentage
increase. Costs used to set each facility's operations component rate are the lower of actual allowable
1999 operations cost at the facility or the median limit for its peer group.

e - anne
TN# 05-008 Approval Date:  FEU # AU Effective Date: 7/1/05
Supersedes '
TN# 01021
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT
State WASHINGTON

NURSING FACILITIES AND SWING BED HOSPITALS (cont.)

Section X. Variable Return Component Rate:
The variable return component rate is an incentive to reduce overall costs.

Effective July 1, 2001, to compute the variable return for each participating facility, the department ranks
all Medicaid facilities according to each facility’s 1999 total combined and adjusted direct care, therapy
care, support services and operations costs. One ranking exercise is done, without regard to urban or
nonurban peer groups, and the ranked costs are not reduced by the peer group limits based on peer
group median costs. The array is then divided Into four quartiles, each containing, as nearly as possible,
the same number of facilities,

The department then assigns a percentage to each facility, depending on what guariile it belongs to, as
follows: | percent to those in the highest quartile, 2 percent to those in the next highest quartile, 3 percent
to those in the next lowest quartile, and 4 percent to those in the lowest quarlile.

The percentages calculated from 1999 costs shall remain in effect from July 1, 2001, untii June 30, 2004.
Facilities will not be ranked again and no new percentages will be determined after being done initially for
July 1, 2001; rate setting. If a facility migrates from one quartile to another resulting from in increase or
decrease in its 1999 allowable costs after the percentages are initially calculated and assigned, its
percentage will be changed to reflect its new quartile, and its variable return component rate will be
revised, effective Juty 1, 2001.

Once assigned, the applicable variable return percentage is muitiplied by each facility's combined per
resident day component rates in direct care, therapy care; support services, and operations to derive its
variable return component rate; however, allowable direct care spending per resident day during the
preceding calendar report year will be substituted for a facility's direct care component rate in calculating
its variable return, if spending was lower than its current direct care component rate. The variable return
component rate is adjusted each time one or more of these component rates is changed, whether 1o
reflect an adjustment for economic trends and conditions, a quarterly update to reflect a change in case
mix, or for any other reason.

TN# 05-008 Approval Date: . FED 2 8 ZU00  Effective Date: 7/1/05
Supersedes
TN# 01-021
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT
State WASHINGTON

NURSING FACILITIES AND SWING BED HOSPITALS (cont.)

Section XI. Properiy Component Rate:

This component corresponds to an allowance for depreciation of reat property improvements, equipment
and personal property associated with the provision of resident care at a participating nursing facility.

Effective July 1, 2001, the property component rate continues to be cost-rebased annually using cost
report depreciation data from the calendar year ending six months prior to the commencement of each
July 1 rate. For example, the 2000 cost report is used for July 1, 2001, rate seiting, and the 2001 cost
report is used for July 1, 2002, etc. Allowable depreciation is divided by the actual, adjusted resident days
from the applicable cost report period, increased, if needed, to imputed resident days at the applicable
minimum occupancy for rate setting.

The property rate is subject to prospective revision to reflect the cost of capitalized additions and
replacements. Effective July 1, 2001, to have additional assets included for rate setting the contractor
must obtain from the department a certificate of capital authorization for future capitalized additions and
reptacements, which are available on a first-come, first-served basis. However, the department is
authorized to consider untimely requests if the improvement project is in response to an emergency
situation.

Authorizations cannot exceed the following legistatively-imposed limits -- $16 million for state fiscal year
(SFY) 2006, $16 million for SFY 2007, and $16 million for SFY 2008.

For assets that were acquired after January 1, 1980, the depreciation base of the assets used for rate
setting cannot exceed the net book value which did exist or would have existed had the previous coniract
with the department continued, unless the assets were acquired after January 1, 1980, for the first time
since that date, and before July 18, 1084,

The depreciation base that will be used for first-time sales after January 1, 1980, but occurring pursuant
to a written and enforceable purchase and sale agreement in existence prior to July 18, 1984, and
documented and submitted to the department prior to January 1, 1988, will be that of the first owner
subsequent to January 1, 1980.

Subsequent sales during the period defined above, and any subsequent sale of any asset, whether
depreciable or not depreciable, on or after July 18, 1984, are ignored for payment purposes.
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STATE PLAN UNDER TITLE XiX OF THE SOCIAL SECURITY ACT

State WASHINGTON

NURSING FACILITIES AND SWING BED HOSPITALS (cont.)

Section XII. Financing Allowance Component Rate:

The financing allowance rate is paid in lieu of payment determined by actual lease and interest expenss,
except for the cost of leasing office equipment, which is factored into the operations component rate,
suibject o all system limits and principles.

Effective July 1, 2001, a facility's financing allowance component rate continues to be reset annually
based on a facility's cost report data from the calendar year ending six months prior to the start of each
July 1 rate. For example, July 1, 2001, financing allowance component rates are based on 1999 cost
report data, and July 1, 2002, is based on 2000 data, efc.

A facility's net invested funds, for rate seiting purposes,. consists of the recognizable value of allowable
tangible fixed assets and the allowable cost of land employed by the facility to provide nursing facility
services. Valuation of allowable land and depreciable assets will be subject to the same purchase date
limitations affecting depreciable assets for calculation of a facility's property component rate described in
Section X. In calculating net invested funds, facilities continue to be subject to the cost basis of the last
owner of record prior to July 18, 1984, for assets existing prior {o that date.

For assetfs acquired on or after May 17, 1999, the return percentage factor will be 8.5 percent, and for
those acquired prior to this date, the percentage factor will continue to be 10 percent. However, the factor
will be 10 percent for real property assets acquired on or after May 17, 1999, if they received & certificate
of need approval or an exemption from ceriificate of need, or if working drawings relating to the assets
were submitted to the State of Washington Department of Health for certificate of need approval on or
after May 17, 1999,

The financing allowance component rate is computed by muitiplying each facility's allowable net invested
funds, taken from its cost report for the preceding calendar year, by 10 percent in whole or in part, and/or
by 8.5 percent in whole or in part, as applicable. The products are then added, if needed, and divided by
the greater of adjusted resident days from the same report period, increased, if needed, to imputed days
at the applicable minimum occupancy for rate setting.
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT

State WASHINGTON

NURSING FACILITIES AND SWING BED HOSPITALS (cont.)

Section Xl Settlement;

In a process called "seitlement”, direct care, therapy care, and support services component rate
payments are compared to each participating nursing facility's expenditures in these categories each
report period. The facility must return to the department all unspent rate payments in these three
categories exceeding 1 percent of each average component rate, weighted by Medicaid resident days, for
the report period. The purpose of settlement is to provide licensees of Medicaid nursing facilities
additional incentive to make expenditures necessary for the care and well being of residents.

This recovery process does not exist for payments in excess of costs, if any, in the operations, variable
return, property and financing allowance component rates. However, assets constituting net invested
funds are subject fo audit and a facility's financing allowance component rate is subject to adjustment at
settlement, up or down, to reflect actual, documented net invested funds relating to resident care. If the
financing aliowance component rate is increased or reduced to reflect a change in net invested funds, the
financing allowance underpayment or overpayment to the facility for the settiement period will be reflected
in the settlement and amount due the contractor or department.

Normally settiement covers a calendar year corresponding to a calendar year report period, but a
settlement will only cover a partial-year report period for facilities changing ownership during the year.
The rate a provider is left with after the process of settlement at the lower of cost or rate in the affected
cost areas is called the "setllement rate" and it represents final compensation for Medicaid nursing care
services for the settlement period.

The rule which allows facilities to keep unspent payments in direct care, therapy care and support
services up to 1 percent of each of these component rates, does not apply to faciiities that provided
substandard quality of care, or which were not in substantial compliance with state and federal care
standards, during the settlement period, as these concepts are defined in federal survey regulations.
Such facilities must return all unspent direct care, therapy care and support services rate payments,
without exception, they received during the settlement period.

In comparing expenditures to component rate payments in direct care, therapy care, and support services
for the purpose of calculating a facility's settlement rate and effecting recovery, some shifting of excess
rate payments (if any) to other cost areas is allowed to cover in whole or in part costs exceeding
component rates in those other areas (if any).

Effective July 1, 2001, savings in support services may be shifted to cover a deficit in direct care or
therapy care, but not more than 20 percent of the total support services rate payment for the settlement
period may be shifted out, Shifting of savings in direct care to therapy care, and from therapy care to
direct care, to cover any deficit is allowed without a percentage of component rate limitation.
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STATE PLAN UNDER TITLE XiX OF THE SOCIAL SECURITY ACT
State WASHINGTON

NURSING FACILITIES AND SWING BED HOSPITALS (cont.)

Section XIV.  Adjustments to Prospective Rates other than for Economic Trends and Conditions,
Changes in Case Mix, Fluctuation in Licensed Beds or One-Time Specific Authorizations:

The department may grant prospective rate adjustment to fund new requirements imposed by the federal
government or by the department, if the department determines a rate increase is necessary in order to
implement the new requirement.

Rates may be revised prospectively to fund capitalized facility additions and replacements meeting all
applicable conditions, such as certificate of need or exemption from certificate of need, and a certificate of
capital authorization from the department, if required for the project.

Rates may be adjusted prospectively and retrospectively to correct errors or omissions on the part of the
department or the facility, or to implement the final result of a provider appeal if needed, or to fund the
cost of placing a.nursing facility in receivership or to aid the receiver in correcting deficiencies.

Rates may be revised to reflect an increase in real property taxes resuiting from a facility building
construction, expansion, renovation or replacement project, but only up to the median cost limit in the
affected component, the operations component rate. Also, to qualify, the project must require the
purchase of additional land, must have been completed on or after July 1, 1997, and the rate increase
cannot commence prior {0 the effective date of the {ax increase.

Section XV. Rates for Swing Bed Hospitals:

Rates for swing bed hospitals providing nursing facility care to Medicaid eligible residents continue to be
set for each SFY (July 1 through June 30) at the approximate, weighted statewide average total paid to
Medicaid nursing facilities during the preceding SFY. So the Medicaid swing bed rate effective July 1,
2001, is derived from the average nursing facility Medicaid rate for SFY 2000.

The average rate comprising the swing bed rate for July 1, 2001, is computed by first multiplying each
nursing facility's approximate total rate on July 1 of the preceding fiscal year (July 1, 2000) by the facility's
approximate number of Medicaid resident days for the month of July during the preceding SFY (July
2000), which yields an approximate total Medicaid payment for each facility for that month.

Total payments to all Medicaid facilities for July of the preceding SFY are added which yields the
approximate total payment to all facilities for that month, and then the total is divided by. statewide
Medicaid resident days for the same month to derive a weighted average for all facilities.

The average for July 2000 was $122.97 per resident day, which comprises the swing bed rate for the July
1, 2000 to June 30, 2002 rate period. The same methodology is followed annually fo reset the swing bed
rate, effective July 1 of each year.
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STATE PLAN UNDER TITLE X!X OF THE SOCIAL SECURITY ACT
State WASHINGTON

NURSING FACILITIES AND SWING BED HOSPITALS (cont.)

Section XVI. 1997 Balanced Budget Act. Section 4711 -- Public Process for Changes to
Nursing Facility Medicaid Payment Rates:

_For all material changes to the methodology for determining nursing facility Medicaid payment
rates occurring on or after October 1, 1997, requiring a state plan amendment, the state's
Medicaid agency, the Department of Social and Health Services, shall follow the following public
process:

(1) The proposed estimated payment rates, the proposed new methodologies for determining
payment rates, and the underlying justifications shall be published. Publication shall be: (a) in the
Washington State Register; or (b) in The Seattle Times and in The Spokesman Review
newspapers.’

(2) The department shall maintain and update as needed a mailing list of all individuals and
organizations wishing to receive notice of changes to the nursing facility. Medicaid payment rate
methodology, and all materials submitted for publication shall be sent postage prepaid by regular
mail to such individuals and organizations as well.

(3) Nursing facility providers, their associations, nursing facility Medicaid beneficiaries,
representatives, and other concerned members of the public shall be given a reasonable
opportunity to review and comment on the proposed estimated rates, methodologies and
justifications. The period allowed for review and comment shall not be less than fourteen {14)
calendar days after the date of the Washington State Register containing the published material
or the date the published material has appeared in both The Seattle Times and The Spokesman
Review.
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